STATE OF CALIFORNIA

ARMNOLD SCHWARZEMEGGER, Gawarmar

PUBLIC UTILITIES COMMISSION
Al VAN NESS AVERLIE
Sik FRAMCIATS, GA B10RA200

February 27, 2000

RE: Rates of Return and Rates of Margin for Class C and D Water Utilities

T COMMISSION

By this memorandum, the Division of Water and Audits (DWA) updates its recommended Rates of
Return and Rates of Margin for Class C and D water utilities.! These updates have been calculated in
accordance with Resolution W-4524, which revised the Standard Practice that addresses how the rate of
return and rate of margin are calculated for Class C and D water utilities.

DWA considered a number of factors in determaning the rates of return, DW A assessed the movement in
actual and forecasted interest rates over the last year's (lower actual rates that are forecast o recover to
near recent historical). In addition, DWA took into account the high operational risks faced by Class C
and Class D waler utifitics and the constant level of authorized rates of return for Class A water utilities
in 2008 over 2007 (average of 8.93% and B.94%, respectively).

In determuming the rates of margm for Class C and D water utilities, DWA considered the Class B water
utilities most recent authorized average rates of return of 9.68%, their most recent imputed rates of
margin of 17.58%, and the recommended rates of return for Class C and D water utilities, as calculated

ahove.

For 2009, DWA recommends thut the following rates of return and rates of margin be used for Class C
ane Class [ water utilities informal peneral rate cases (supporting documentation 15 attached);

Rates of Return (ROR) Rates of "ﬂlrgll!.
Class C 12.00% to 13.00% 3%
Class D _ 12.75% 10 13.75% 24%

If you have any questions regarding the Raotes of Return or Rates of Margin recommendations, please
contact Sean Wilson of the Division of Water and Audits (1-415-T03-1 81K, smwiitlcpuc.ca gov).
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' A required by D.92-03-093, in Phase T of 1,90-11-033 (Water Risk OlI).



CALCULATION OF CLASS C & D WATER COMPANY®
RATES OF RETURN (ROR) & RATES OF MARGIN (ROM)

& Rutes are calculated using both return-on-ratebase and operating ratio methods.
® The method that produces the higher result is used,

® ROR is set at a level above or below the recommended ranges, if warranted.
& Where little or no rate base exists, the ROM 1s used.

@ The ROM is applied to Operating Expenses to determine the estimated dollar return,
which is then compared with the average dollar ROR on rate base.

@ Calculations are based on the assumption that there is a comparable relationship
between authorized Class B ROR and ROM and Class C and D ROR and ROM.

@ Class C and D water opetations, finances, and risks are more similar to those of the
Class B water companies, than with Class A water utilities.

Data Usein the Determuination of the
Rates of Return and Rates of Margin

Al from the Federal
Recommendsd ROR Range Interest Hates from the

REasarve
Veu O0.day | 1-Vewr | 5Vem | 30-Ves
Clags C Watas Class D Wates - - 4
Treapuries|Treasunes| Tronsuries | Treasunes
007 L210% - 151005 | 12855 -1380% 4 45%h 4.53% 4 43% 4 34%,
200d [200% . 13.00% | 1275%-1375% | 40 1.83% 220 4 28%
2009 (a5 of DLO% D% | oaa% | 1eom | 313%
Fotevast Interest Rates froam DRI
Forecast for 2010 (As of 0209 D245 | Lidk | 230% | 373%
Class C | ClageD
Caleulation of Rade of Margin [npits aoM ROM
Aarg Clazs B Rate of Margn (RO 17 S5,
Avg Class B Rate of Retum (RO 0.AR%
Avg Class CROR 12505
Avg Class D ROR 13.25%
Aorg Clags C ROM = Avg Class B ROM * (Avg Clas: ©
RORSAvpg Clags B ROR) ]
AvgClage D ROM = Avg Clags BROM * (AvgClass D
RORS Arg Class B ROKF) T,

*Class € water utilities have 501 1o 2,000 customers, Class D water ufilities have 500 or less customers,
* Pursuant to D.92-03-093, Ordering Paragraph 8 and Resoluhon W-45.24,



